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EDITORIAL
The annual meeting of the American
Institute of Accountants is to be held
this year in New Orleans, Louisiana. Under the provisions of the
by-laws, as amended two years ago, the date of meeting has been
set for the third week of October. One of the many advantages
of this change is the fact that any objections which might be
raised to a meeting in the far south in September, the old month
of meeting, have no effect today. October in New Orleans is said
to be one of the most pleasant months of all the year. The
hospitality of the old town is famous, and there is no doubt what
ever that if it lie within the power of the accountants of Louisiana
and the neighboring states to make the convention a success it will
be done. The program which has been arranged is full of inter
esting events of a professional and technical nature and in addi
tion a series of excursions and entertainments has been prepared
which must allure everyone. People who know New Orleans will
want to go back, and those who have not been so fortunate will
certainly desire to take advantage of the opportunity to see one of
the most interesting cities on the whole American continent.
Furthermore, the worst of the depression is surely past and there
will be not so much cause to consider expense this year as there
has been for at least two years past. The committee on arrange
ments urges every member of the Institute to make a special
effort to be present and assures everyone a hearty welcome and
an exemplification of the well-known southern hospitality.

New Orleans—October
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A recent enactment of the legislature of
Pennsylvania is the first definite ap
proach to the principles embodied in the English companies acts
which has found its way to American statute books. For a long
while there has been a strong sentiment in favor of adopting
several of the important features of the English acts, particularly
with reference to the election of auditors. In one or two cases,
there have been introduced in state legislatures bills which fol
lowed fairly closely the principles of the English acts, but they
have not reached the statute books. They have been defeated or
have never come out of committee and it has remained for Penn
sylvania, which by the way was the second state in the union to
enact a certified-public-accountant law, to put into effect the
requirement for independent audit conducted as it is generally
conducted in British practice. The new law in Pennsylvania
reads in part as follows:
Election of Auditors

Section 318. Financial report to shareholders. Unless the bylaws expressly
provide otherwise the directors of every corporation shall cause to be sent to the
shareholders within ninety days after the close of the fiscal or calendar year a
financial report as of the closing date of the preceding fiscal or calendar year.
Such report shall give a summary of the assets and liabilities of the corporation,
the amount of dividends paid or declared during the past year, the condition as
to surplus or deficit and how acquired or created, the number of shares issued
and outstanding, together with any such particulars as are necessary to disclose
the general nature of the liabilities and assets of the corporation. The report
shall also set forth a balance-sheet as of the closing date of the preceding fiscal or
calendar year, together with a statement of income and profit and loss for the
year ended on that date. The statement of income and profit and loss shall be
prepared in the form ordinarily used by accountants for the particular kind of
business carried on by the corporation. Unless the bylaws expressly provide
otherwise, all such reports shall be certified by an auditor elected by the share
holders of the corporation.

This law, while not quite so definite as its English prototype,
favors the theory that the auditor should be the employee of the
shareholder rather than of the directors or managers of the com
pany. It has been the feeling of this magazine for many years
that sooner or later the method of selection of auditors which has
generally succeeded in Great Britain would be adopted in this
country. It is certain that the Pennsylvania experiment will be
watched with a great deal of interest by business men, share
holders, bankers and auditors in other states and if, as it seems
highly probable, the new law is productive of good results, it is
reasonable to suppose that the movement will spread with con
siderable rapidity and that some day in the comparatively near
future the election of auditors by shareholders will be the common
American practice.
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The arguments in favor of election, as
opposed to appointment, have been
reiterated in these pages. In brief, the
chief merit of election by shareholders is the totally independent
status which such a method of selection implies. We all know
that a reputable accountant is not supposed to be swayed in any
way by the fact that he owes his appointment to a group of di
rectors. He is supposed to express a fair and impartial opinion
without thinking for a moment of the source of his engagement.
Probably in ninety-nine cases out of a hundred the auditor is able
to detach himself entirely from any question of obligation except
an obligation to the cause of truth. But, when all is said and
done, the auditor is human and he can not always be expected to
forget that it may seem perhaps a little ungracious to indulge in
condemnation of the administration of a corporation when its
administrators are his direct clients. If employed by share
holders he stands entirely independent of any influence and he
can, without doubt, more freely express his views than he could
if he were the chosen appointee of the men whose administration
he was called upon to criticize either favorably or adversely.
One of the principal arguments against the election of auditors
by shareholders is the prevailing indifference of American stock
holders to the method of the administration of the companies of
which they are, in fact, the owners. The average investor in
common stock of a company is prone to overlook his actual and
legal ownership. He invests far too often simply because he
believes that a company is well run, is producing satisfactory
results and is a fit and proper medium for the employment of his
funds. He does not realize as he should that he and his fellow
shareholders are the owners and that it is their business which is
being run well or ill. He regards with some interest the report
of the auditors upon the operations of the year, but he still does
not think of himself as the one whose property is under review.
It has been said—and it is probably quite true—that for some
time to come, if election of auditors were the custom, the share
holder would fail to take the vital and personal interest in corpora
tion meetings and in the conduct of corporation affairs to which
he is entitled. He would still probably sign proxy forms sent
him before each annual meeting and would allow the directors,
who usually control the majority of the stock either directly or
indirectly, to go through the formality of electing officers and
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directors and auditors. It would seem, therefore, that there
might be little difference between election of auditors by proxy
votes controlled by the directors and appointment of auditors
by the directors themselves. We should have to go through a
period of transition, in which the shareholder would become aware
of his responsibilities and would receive an education in the duties
of stock ownership which so far he has not had. That, however,
is no valid argument against election of auditors. Every reform
comes about slowly. To say that because a scheme of reforma
tion would be slow it should never be attempted would be absurd.
As a matter of fact, we believe that shareholders quite generally
would welcome an opportunity to select the umpire and would
very soon begin to feel an interest in the act of election which
he does not feel at present in any of the proceedings of annual
meetings. At any rate, whatever be the prospect of educating
the American shareholder, he now has in Pennsylvania, at
least, an opportunity to show what he will do with a new power
conferred upon him.
Public accountants, generally speaking,
are supposed to favor the election of
auditors by shareholders. A few mem
bers of the profession seem inclined to cling to the old American
custom of appointment by directors, but, if inquiry and investiga
tion can demonstrate, the majority of professional practitioners
will support cordially a change to the British practice. The
position of the auditor under the English companies acts is im
mensely strengthened by the law which precludes the unwar
ranted termination of an auditor’s engagement. Under our
ordinary practice a board of directors may dispense with the
services of an accounting firm for any cause or for no cause. It
is well known that many accounting engagements have been
ended abruptly because the auditor would not be amenable to
dictation by the directors. That could not happen under the
English law. There, the auditor’s term of election is for one
year and he may offer himself for reelection at the end of that
period. If he desires reelection he can not be supplanted by
some other auditor without cause. In other words, if he does
his work well and fairly, he may continue his engagement year
after year without fear or favor and he may criticize, in any way
which is just, the acts of the management and of the director84
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ate without placing himself in danger of dismissal. That one
fact in itself is about as strong an argument in favor of election
as could possibly be imagined. The Pennsylvania law does not
cover this particular point. Indeed, the new law is not complete
in its adherence to the British precedent, but it is an entering
wedge and if it be found as satisfactory as accountants expect
it to be it can easily be strengthened and expanded until the
position of the accountant and his absolute independence will be
quite as thoroughly assured as they are anywhere in the world
today. Every accountant will follow with keen hope the devel
opment of the Pennsylvania experiment.

Some accountants have been slightly
perturbed and others considerably
amused by the touching solicitude for the welfare of the profession
evinced by the editor of a weekly magazine. In a letter addressed
to a number of accountants the editor in question drew attention
to the probability that accountancy was entering a new day which
would be rich with possibilities for activity. He felt that account
ants should not overlook the splendid opening which was before
them and that they should let the world know of their existence
and presumably of their abilities. In other words he seemed to
be impressed with the desire to have accountants awake to the
value of their heritage and to demonstrate that awakening by
bursting into print in the form of advertisement. This opinion
was expressed primarily in certain notes which appeared in the
magazine of which the editor is in charge. It was really quite
beautifully evident that this editor wanted to see accountants
advance in step with the progress which most people believe, and
others hope, is about to take place in general business. Follow
ing the impersonal appeal for recognition of their possibilities,
letters were addressed by the same editor to several accounting
firms pointing out to them the peculiar advantages which would
accrue from advertising in his magazine. The connection be
tween the editorial comment and the personal letters may have
been pure coincidence. Some of the accountants who received
the letters took the trouble to respond, pointing out that ac
countancy, being a profession, was in a different category from
ordinary trade and that advertisement was, therefore, for them
taboo. The comment and the letter must have been dictated by
a lapse of memory, because we are quite sure that this particular
85
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editor must know that advertising by professional men does not
meet with the favor of any profession.
Perhaps no harm is done by the incident
Professional Sentiment
which
gave rise to the letters written
Is Increasing
by accountants in explanation of ac
countancy’s professional status. It is, however, little astonishing
that in this late day there should still be a lingering belief on the
part of some people that it is not only proper but desirable for
professional men to advertise. We doubt if any serious attempt
would be made to convince lawyers or doctors that they should
advertise their attainments. Accountancy has been officially,
legally and generally recognized as a profession. Its professional
standing should be a matter of common knowledge. But edu
cation is a slow process and perhaps it is not quite so disappoint
ing as it seems at first that there should still be efforts to induce
accountants to forego their professional codes of ethics and to
enter into a campaign of self-laudation. It has been said times
out of number in these pages that there is nothing for an ac
countant to advertise. It is inconceivable that a man should
inform the world that he is peculiarly well qualified to perform
certain professional tasks. Probably every one would admit
this. What, then, remains to be made the subject of advertise
ment? To the accountants who have written us, more in sorrow
than in anger, that they should be requested to solicit practice by
means of the public prints, we can only say that no victory was
ever thoroughly effected in an instant. The time which has
elapsed since the establishment of professional accountancy will
be not more than an instant in the history of the profession
which has come into being and will continue probably so long as
business is conducted. The only thing for accountants to do is
to maintain steadfastly their adherence to the strictest code of
procedure and to educate as rapidly as may be the people to
whom the knowledge of the facts has not yet come. It is ab
solutely certain that the sentiment opposed to professional
advertisement is gaining ground every day, and he would be a
hardy and ill-informed prophet who would predict that there
would ever be a departure from the standards which have been

86

Editorial

Closely allied to the question of pro
fessional advertising is what is known
as solicitation of business. Account
ants sometimes feel that they are the only ones to whom this
problem is of special importance. It is comforting, therefore, to
find that other professions are similarly afflicted. In a recent
address delivered by Guy R. Crump, president of the state bar of
California, this whole question of solicitation was admirably
handled. In the course of his remarks, Mr. Crump said:
A Lawyer Discusses
Solicitation

“That solicitation of business by lawyers is unethical and de
grading to the profession is historically, at least, too well estab
lished to admit of dispute.”
He then went on to quote from the rules of conduct of the Cal
ifornia bar and the following well known canon, number 27, of
the canons of professional ethics of the American Bar Association:

“The most worthy and effective advertisement possible, even
for a young lawyer, and especially with his brother lawyers, is the
establishment of a well-merited reputation for professional capac
ity and fidelity to trust. This can not be forced, but must be the
outcome of character and conduct. The publication or circula
tion of ordinary simple business cards, being a matter of personal
taste or local custom, and sometimes of convenience, is not per se
improper. But solicitation of business by circulars or advertise
ments, or by personal communications or interviews not war
ranted by personal relations, is unprofessional. It is equally
unprofessional to procure business by indirection through touters
of any kind, whether allied real-estate firms or trust companies
advertising to secure the drawing of deeds or wills or offering
retainers in exchange for executorships or trusteeships to be
influenced by the lawyer. Indirect advertisement for business by
furnishing or inspiring newspaper comments concerning causes in
which the lawyer has been or is engaged, or concerning the manner
of their conduct, the magnitude of the interests involved, the im
portance of the lawyer’s position and all other like self-laudation,
defy the traditions and lower the tone of our high calling and are
intolerable.”
It will be noted that the rules of the American Bar are quite like
those of the American Institute of Accountants. A so-called card
is permissible but not encouraged. Mr. Crump then continued:
“The principles of professional conduct thus stated find their
origin, no doubt, in the early history of the legal profession, and
their justification in the fact that public policy is opposed to the
exciting of litigation and the degradation of the practice of the law
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from the status of a profession to the purely mercenary level of a
trade or business.
“Please do not misunderstand this reference to trade or busi
ness. Both, if properly conducted, have an equal place and an
equal standing with the learned professions. Nevertheless, the
law—unlike trades and businesses—is not primarily a money
making vocation. To make it so is to destroy its usefulness and
in the end to undermine the structure of government.”

We wish that every accountant as well
as every lawyer and other professional
man would take to heart the emphasis which Mr. Crump lays
upon the importance of keeping professional work on some plane
not wholly mercenary. It is all well enough to say that a pro
fessional man, like every one else, must pay attention to the
dollars and cents. He is entitled, like any other laborer, to his
hire. But that is not to admit that the question of hire or com
pensation is the only or even the paramount factor. There are
countless tradesmen who feel such a pride in the excellence of
their work that they think first of doing a good job and secondly
of being well paid for it. We all like to hear of the men who work
because of their pride in the work they do. The old story of the
three stone-cutters, of whom the first said he was working for
$5.00 a day; the second, that he was cutting a stone; the third,
that he was building a cathedral, arouses in every one of us a
thrill of admiration for the last of the three. It is of such men
that the world is proud and it is from their work that lasting
memorials ensue. If that be so of the cutting of stone and the
joining of wood, how much more truly should it be said of the
men who work with their minds and bring into play their pro
fessional knowledge and experience, to the end that out of their
efforts something great or small will be added to the sum total of
human accomplishment. The editor, to whom we have referred,
struck the right note when he said that the possibilities of ac
countancy were enormous and alluring. He made, however, a
discord, when he struck with it a note in the mercenary scale.
The young accountant who is starting out in practice and has no
great amount of this world’s goods can not ignore the question
of compensation, and to some such men it may sound rather
like a counsel of perfection to say that they should depend upon
their success from the fruits of their labors. They have no labors
to perform—How are they to impress the world with their abil
88
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ities and capacities? Every one who regards the subject intelli
gently will admit at once that there is great force in the argument
that the young man must do something to make himself known if
he is ever to succeed in his chosen vocation. But we are firmly
convinced that however difficult may be the first few years, lasting
success and high repute will come only by waiting as patiently
as possible until fate or fortune or friendship or some other ex
traneous element brings about the chance which will lead to
success, if it be accepted with one eye always upon the unmer
cenary side of the question.

One of the very large corporations in
American industry is reported to have
issued an announcement that the magnitude of the corporation
and its activities was so great that it did not find it practicable to
submit its fiscal affairs to audit by independent accountants.
The inference was that no accounting firm could possibly under
take a comprehensive audit of the company with its multitude
of branches and subsidiaries. At first glance this may seem a
reasonable defense of the company’s determination to avoid the
employment of auditors; but we do not think the argument is
sound. One of the greatest corporations in the country is the
United States Steel Corporation which has been audited regularly
for a great number of years and has never indicated the slightest
willingness to dispense with the services of auditors. One of the
greatest companies with ramifications everywhere is General Mo
tors and we believe the directors, officers and shareholders of that
vast organization of industry would not for a moment consider the
possibility of carrying on without the assistance of public account
ants. The corporation which made the statement that it was too
large to submit to audit is the Standard Oil Company of New Jer
sey. Every one knows that the conduct of this company has
been in the hands of singularly able and competent men. Its
tremendous success is an inspiration to every friend of industry.
It would of course be a great task for any firm of accountants to
undertake the audit of the Standard Oil Company, but we do not
admit that there is not a firm which could perform a satisfactory
audit even of so great a company and we do not admit that the
company would not be greatly assisted by an investigation and
report conducted by accountants of standing. Even if there were
not, however, a firm sufficiently widespread to undertake the
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audit of all that the Standard Oil Company does and owns, it
would still be possible to employ accountants in the various
localities where the business is conducted and out of the reports
which would be rendered by these local firms acquire a knowledge
and submit to the public a report which would be conducive to
public confidence and understanding. We do not mean to infer
that there is any serious question of the reputation of Standard
Oil, but it is obvious that an independent report upon its condi
tion such as is required by the New York stock exchange would
be of benefit to all concerned. The argument of mere size is not
sufficient. It is because of the widespread interests of many of
the large corporations that the so-called national accounting
firms have grown to such breadth. The advantages of independ
ent audit are available to the largest and the smallest of com
panies and we believe that Standard Oil as well as the other
leading companies of the country will have to admit the facts.
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